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The Honorable Ed Whitfield, Chairman
Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

U.S. House of Representatives

2125 Rayburn House Office Building
Washington, DC 20515

Dear Chairman Whitfield:

It has been precisely four months since the first of three devastating hurricanes -- Katrina, Rita, and
Wilma -- hit the United States Gulf Coast. Even as the early stages of the Federal response and
recovery activities began, the federal Inspector General community initiated what is the most
aggressive, coordinated oversight effort in its history. Under the leadership of the President’s Council
on Integrity and Efficiency (PCIE) and the Executive Council on Integrity and Efficiency (ECIE),
hundreds of auditors, inspectors, and investigators were promptly deployed to the region to ensure
that: federal response and recovery funds are spent appropriately; those attempting to defraud the
government are brought to justice; and, those responsible for the relief efforts are wise stewards in
their efforts to assist those who were so significantly affected by the hurricanes and their aftermath.

The PCIE and ECIE activities are being coordinated by Richard L. Skinner, the chair of the PCIE’s
Homeland Security Roundtable and the Inspector General of the Department of Homeland Security.
Under Mr. Skinner’s leadership, Inspector General representatives from all of the federal agencies
involved in hurricane relief have been working tirelessly to ensure that: (1) agency internal controls
are in place to prevent fraud, waste, and abuse; (2) Inspector General investigative activities are
coordinated with the Department of Justice’s Hurricane Katrina Task Force; (3) agency stewardship
plans for hurricane relief activities are in place and operating as intended; and, (4) the Inspector
General community is executing its hurricane relief oversight efforts in a coordinated fashion so that
its resources are utilized as efficiently and effectively as possible.

Mr. Chairman, this responds to your request for a progress report from the Inspector General
community covering the first 90 days of the hurricane relief stewardship effort. As is disclosed in the
report, the impact of the community’s efforts has been impressive. In our judgment, this will be of
great benefit to overall federal hurricane relief activities.






In pursuing this task, we have received notable support from many members of the Congress and,
specifically, from committee staff both in the Senate and House of Representatives. Further, we have
had the cooperation of agency officials with direct responsibility for various aspects of the hurricane
relief effort. Finally, we have received excellent support from the Chairman of the PCIE and ECIE,
Clay Johnson, the Deputy Director of the Office of Management and Budget. He has taken an active
role in ensuring a robust Inspector General oversight program.

It is a privilege for us to represent the efforts of the hundreds of dedicated Inspector General
professionals on the frontline of disaster response and recovery.

Sincerely,

regory H. Friedman Richard L. Skinner :
nspector General Inspector General Inspector General

Department of Energy Department of Homeland Security Federal Reserve Board
Vice Chair, PCIE Chair, PCIE/ECIE Homeland Security Roundtable Vice Chair, ECIE
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Section I. Executive Summary

New Orleans, LA, September 9, 2005 — A Blackhawk helicopter drops sandbags into an area where the levee broke due to Hurricane

Katrina. (Jocelyn Augustino/FEMA)
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EXECUTIVE SUMMARY

On August 29, 2005, Hurricane Katrina devastated the Gulf Coast regions of Louisiana, Mississippi, and
Alabama. Katrina was the third most intense hurricane to hit the United States in history, and the sixth
strongest hurricane ever recorded in the Atlantic basin. Katrina’s damage alone was significant; however,
when coupled with Hurricanes Rita and Wilma, as well as four other hurricanes that swept the Gulf Coast
during the past two years, the damage remains uncalculated. In the wake of Katrina, Congress responded
quickly with funds for immediate relief efforts and the long process of recovery. The Federal Emergency
Management Agency (FEMA) has issued taskings or mission assignments totaling $8.6 billion to 57 federal
agencies and programs (See Appendix D). In building the case for prompt oversight, the federal Inspectors
General (IGs) made their strongest statement with the commitment of 431 full-time OIG personnel to Gulf
Coast recovery by November 30, 2005. The scope of the unfinished work is daunting—in only the first 90
days, there have been more presidential emergency declarations issued than for any event in FEMA history.

Preparedness for Oversight

The federal IG community was a natural fit for oversight and stewardship of the largest disaster recovery
funding effort in U.S. history. With the many cross-cutting bureaucracies involved, the federal IGs offered
the capacity needed for consistent reporting and the preventive interaction to execute the billions in recovery
dollars.

Prior to Hurricane Katrina, the President’s Council on Integrity and Efficiency (PCIE) and the Executive
Council on Integrity and Efficiency (ECIE) had established a homeland security roundtable, based on their
collective experience after the 9/11 attacks. The roundtable is the focal point around which hurricane
recovery oversight will revolve.

Emergency Appropriations and Stewardship

Emergency appropriations totaling $62.3 billion have been made available for the recovery effort,
apportioned as follows:

e FEMA received $60 billion for the Disaster Relief Fund; and
* The Department of Defense (DoD) received $2.3 billion, of which $400 million went to the Army
Corps of Engineers (USACE).
Of the $60 billion added to the Disaster Relief Fund, the following has been allocated, obligated and
expended, as of November 30, 2005:
e $26 billion has been allocated for estimated short-term needs

* $23 billion has been obligated as a result of contracts signed, grants awarded, and FEMA mission
assignments issued to other agencies

* $8 billion has been expended on a variety of response programs (See Appendix F).

By mid-September 2005, recognizing the need to protect taxpayers’ dollars and prevent problems, the
Office of Management and Budget mandated that the federal agencies involved in the disaster response and
recovery efforts develop a stewardship plan. The plan sets the framework or ground work for mitigating risks
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associated with crisis procurement, managing the broad scope of oversight work, and overseeing contracts
awarded following Hurricane Katrina.

On the heels of the Office of Management and Budget/Department of Homeland Security plan, the OIGs
involved in oversight of disaster relief efforts developed a hurricane oversight audit model. The model
designated which OIGs would focus on what recovery activities and during which phase of the recovery (See
Appendix I). By December 2005, the federal IGs published the first Compendium of Hurricane Oversight
Plans for single- and multiple-agency management reviews, audits, and investigations (See Appendix A). To
date, the OIGs have completed 11 reviews, initiated more than 70, and plan at least 50 more within the next
six months.

Investigative Activities

On September 8, 2005, the U.S. Attorney General established the Hurricane Katrina Fraud Task Force to
deter, investigate, and prosecute disaster-related federal crimes. The task force is led by the Department of
Justice, Criminal Division, and is based in Louisiana. The task force includes federal, state, and local law
enforcement agencies.

In October 2005, the PCIE/ECIE developed an investigation coordination model to address how case
referrals, and investigations would be coordinated and managed by the litany of law enforcement agencies
involved in the prevention and detection of fraud in disaster assistance programs (See Appendix J). Also, the
Hurricane Recovery Fraud Hotline was created on October 4, 2005, to support all federal agencies involved
in the recovery. The Department of Defense Office of Inspector General serves as the operator of the Hotline
on behalf of all OIGs. The Hotline, which has reported 5,468 contacts as of November 30, 2005, functions
as a channel for tracking incoming complaints and allegations of wrongdoing. As of December 2, 2005, the
PCIE/ECIE has reported a total of 230 investigative cases opened and thus far work on these has resulted in
36 arrests made with 44 indictments and three convictions.

Vision for Future Recovery Oversight

In the first 90 days, more than 4,700 contracts were awarded, valued at more than $8.1 billion, mostly for
response and the initial stages of recovery. Usually, disaster response periods last about 72 hours. In this case,
the initial response to help the millions affected by the hurricanes lasted approximately three months. As

the emergency response phase diminishes, individual and household assistance will grow dramatically over
the next 90-day period. Likewise, public assistance grants will increase dramatically over the next several
months as the arduous task of rebuilding the Gulf Coast’s infrastructure begins in earnest. With both
individual assistance and public assistance grants on the increase, oversight activities will increase
proportionately.

4
|
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Section II. Highlights of Oversight Activities

Baker, LA, September 29, 2005 — Plumbers prepare piping and connectors for use in the construction of a sewage treatment system

which will process 47,500 gallons daily to serve a 550 unit temporary housing site being built here. FEMA is building several of these
parks to help house people left homeless by Hurricane Katrina. (Win Henderson/FEMA)
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HIGHLIGHTS OF OVERSIGHT ACTIVITIES

Just two weeks after Hurricane Katrina subsided, the Office of Management and Budget (OMB) and the
Department of Homeland Security (DHS) started tracking key vulnerability areas for the federal Inspectors
General (IGs), as a means to stem any hemorrhaging of funds, stop any uncontrolled spending, and establish
a strong anti-fraud message for companies who were awarded contracts in the first several weeks.

The federal IGs issued their consolidated oversight plan in the Compendium of OIG Hurricane Oversight in
the Gulf States to Congress on December 12, 2005. This plan (see Appendix A) included a matrix of planned
oversight activity on a multi-agency and single-agency basis. The plan is designed to ensure accountability,
prevent duplication, and focus heavily on prevention, which includes reviewing internal controls, monitor-
ing, and advising department officials on precedent-setting decisions and procurement vehicles and methods
before they are finalized.

Oversight personnel are meeting with applicants, contractors, and grantees to advise them of their fiduciary
responsibilities and assess their capability to account for the funds. The plans also encompass an aggressive
and ongoing audit and investigative effort designed to ensure that disaster relief funds are being spent wisely
and to identify fraud, waste, and abuse as early as possible.

Post-Disaster Stewardship Plan

This initiative undertaken in mid-September 2005 by the OMB and DHS was designed to mitigate risk
associated with procurement during crisis, manage the broad scope of oversight work, and set the
requirements and tasks needed to oversee those contracts awarded immediately following Hurricane Katrina.

At that time, OMB recognized it needed to set priorities. “Hurricane Katrina created significant risks that
money would not be spent on real needs, we may not be able to get the best value for what we purchase, and
we may not get all that we pay for,” said Clay Johnson, OMB Deputy Director for Management.

“Hence, the Office of Management and Budget has required the Department of Homeland Security to identify
the sources of risk, and the extra resources and preventions that should be deployed to reduce the risks to
acceptable levels. A senior DHS management oversight committee meets regularly and frequently, with the
Inspector General, to review whether the extra resources and preventions are being deployed as planned, and
whether they are having the desired effect,” he said.

The current elements of the OMB/DHS Katrina contract management, oversight, and risk mitigation plan
include these three sections:

» Managing DHS acquisitions for Katrina related operations
* DHS high risk acquisitions
» Oversight of transactions immediately following Katrina (through September 30, 2005).

The following are significant activities undertaken by the federal IGs and their agencies pursuing the
response and eventual recovery of America’s Gulf Coast.
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Contract Actions

In the immediate aftermath of Katrina, government agencies expedited contracting methods, as authorized
under the Federal Acquisition Regulations. Timely, definitive action in response to this disaster was taken

by a number of federal government agencies, in the midst of criticism from lawmakers and local officials. In
many cases, otherwise routine contract actions were legally bypassed in order to commit contractors to begin
work immediately. As a result, some contracts may lack clear and definitive work statements, independent
cost estimates, and various levels of competition, relying in many cases on an environment of good faith
between agencies and contractors. The job of the IGs involved in hurricane oversight, then, becomes as an
arbiter in contract review and management and a real-time deterrent in their field offices along the Gulf Coast
against those contractors who might have improperly discharged their contracts during the crisis. Contract
actions, over time, are expected to include more and more measures of full and open competition.

There were many contingency contracts already in place, activated for significant initial relief requirements,
as well as many contracts adhering to otherwise routine procurement parameters, limiting the higher risk
associated with the aforementioned good faith agreements. Many of the contract actions have long-term
value. The total number of contracts awarded as of November 30, 2005, is more than 4,700, with a total
dollar value of approximately $8.1 billion. Collectively, 11 OIGs reported 164 contract reviews in process
and 47 reviews completed and have concentrated on large dollar value procurements.

Coordination

Working closely with the Government Accountability Office (GAO), the President’s Council on Integrity and
Efficiency/Executive Council on Integrity and Efficiency (PCIE/ECIE) are commiitted to clearing conflicts
among local, state, and federal agencies, reducing redundancy in oversight work. This partnership is
designed to instill accountability and consistency in contract oversight; improve program administration; and
combat fraud, waste, and abuse. The PCIE/ECIE’ objectives are to ensure that:

e The FAR is being adhered to,
» Effective contracting practices are being used with procurements, and
» Expenditures are necessary and reasonable.

Auditors are currently reviewing the award and administration of major contracts, especially those awarded
in the first two weeks’ aftermath. Particular emphasis is being placed on cost-reimbursement, time and
materials, no-bid, and limited competition contracts, all higher risk categories and targets for possible waste,
fraud, or abuse. Auditors have developed a methodology to evaluate the risks presented by large dollar
contracts awarded without competition or definitive requirements, and to identify contracts that require
more detailed review or investigation. Through these reviews, government agencies can save federal funds by
amending or ending questionable contracts. One of the simplest audits, the cost-incurred audit, is used to
identify questionable costs, but is designed to provide a fast review of large numbers of contracts and serve as
a “lead generator” for further audit or examination.

The scope of this disaster presents special challenges for federal 1Gs to ensure that taxpayers’ interests are
fully protected. Representative agencies are coordinating their own IG community’s efforts. Many have cre-
ated and deployed internal hurricane relief task forces involving management and their Office of the Inspec-
tor General (OIG).
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Collaborative Forensic Audit of DHS Purchase Card Program

An example of non-traditional coordination and collaboration is the DHS Office of Inspector General (OI1G)
and the GAO joint forensic audit of DHS’s purchase card program. This purchase card can be used for both
micro-purchases and payment of other purchases. To meet immediate needs arising from the consequences
of Hurricane Katrina, Congress raised the micro-purchase threshold from $2,500 to $250,000 for purchases
directly related to the relief and recovery efforts. The scope of this effort will cover more than 400,000 trans-
actions valued at about $191 million, which includes purchase card transactions of $41 million for Hurricane
Katrina related activities.

In the weeks following Katrina, purchase cards gained notoriety for weak controls that could result in
improper and wasteful purchases, as well as missing or stolen assets. The IG community has been aggressive
in institutionalizing adequate controls for purchase cards to help eliminate these problems, and is particularly
sensitive to monitoring purchase card dollars spent in hurricane relief initiatives.

Table 2-1 provides a breakdown of purchase card transactions by agency:

Purchase Card Transactions

DHS $22,686,643 19%
DoC $252,507 0%
DoD $3,000,000 3%
DoE - 0%
Dol $1,562,152 0%
DoJ $8,363,959 0%
Dol $540,000 0%
DoT $409,681 0%
EPA $1,504,395 30%
GSA $106,591 0%
HHS $1,874,028 0%
HUD - 0%
NASA $131,071 99%
SBA - 0%
SSA $223,020 0%
TIGTA $36,325 0%
USDA _ 0%
USPS $313,000 0%
VA _ 0%
Total $41,004,272

Table 2-1

Source: PCIE Biweekly Interagency Homeland Security Roundtable Report on Hurricane Katrina
Oversight of December 2, 2005
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Several important examples of efforts to monitor the use of these funds are as follows:

* The DHS OIG and the GAO are jointly conducting a forensic audit of DHS’s purchase card program.
The scope of this effort will include purchase card transactions of $23 million for Hurricane Katrina
related activities.

* The Department of Defense Inspector General (DoDIG) initiated an audit of purchase card transac-
tions made in response to hurricane relief. The focus of the audit is on purchase card transactions over
$2,500. Each service branch is conducting an audit of its own program.

¢ Department of Transportation (DoT) components purchased approximately $410,000 in hurricane
relief related goods and services through purchase card transactions. The DoT is reviewing its
purchase cards transactions for hurricane-related expenditures. Although the limits for federal
purchase card spending were temporarily raised for this disaster, DoT did not revise its policies in this
regard.

» Department of Justice (DoJ) components purchased approximately $8.4 million worth of goods and
services through purchase card transactions. Of that amount, the Federal Bureau of Prisons accounted
for expenditures totaling approximately $4.7 million, which appear to be related to relocating and
housing prisoners. The DoJ plans to audit its card transactions to determine whether: (1) DOJ compo-
nents minimized the misuse of purchase cards for hurricane-related expenditures by utilizing effective
and appropriate internal controls, (2) purchase card transactions were authorized and allowable, and
(3) purchased goods and services were received.

* Environmental Protection Agency (EPA) components purchased approximately $1.5 million in hur-
ricane relief related goods and services through purchase card transactions. EPA is sampling 30 percent
of its transaction documents to verify approval, receipt, and entry into an EPA equipment management
system. In addition, EPA auditors are concentrating on expensive pilferable items, such as digital cam-
eras, cell phones, and personal digital assistants.

PCIE/ECIE Homeland Security Roundtable Individual Assistance/Housing Subgroup

10

The PCIE/ECIE Homeland Security Roundtable has taken steps to prevent and uncover mismanagement
and fraud related to assistance for individuals and households by setting up an Individual Assistance/Hous-
ing subgroup. The subgroup, chaired by the DHS OIG, was established on November 28, 2005, to facilitate
coordination among federal 1Gs. Given that more than 2.5 million applications have been completed for in-
dividual disaster assistance and the large number of federal agencies involved with providing assistance, it is
critical that oversight efforts are coordinated. To help facilitate this, the subgroup has engaged the GAO and
various federal IGs to exchange information on a periodic basis and to establish partnerships, where practi-
cal, to address cross-agency issues. For example, through the PCIE/ECIE subgroup on individual assistance
and housing, DHS OIG is working in close partnership with Housing and Urban Development OIG and
Small Business Administration OIG in on-going efforts to identify potential duplication of benefits issues as-
sociated with rental assistance, travel trailers/mobile homes, sheltering, hotel/motel evacuees, and apartment
leases.
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Monitoring and Technical Advice

Initial Strategic Initiatives

The PCIE/ECIE Homeland Security Roundtable took immediate action after the storm, forming two strate-
gic building blocks, Framework and Planning, as well as Outreach and Reporting. These two cornerstones,
featuring eight initiatives, are described as follows:

Framework and Planning

The 1Gs from the agencies with the majority of funds allocated to mission-relief efforts were mobilized
to create the framework of oversight. These included the DHS, DoD, Do]J, DoT, EPA, Health and
Human Services (HHS), General Services Administration (GSA), U.S. Department of Agriculture
(USDA), U.S. Postal Service (USPS), Housing and Urban Development (HUD), Department of
Commerce (DoC), and Department of the Interior (Dol). Others later joined, bringing the total number
as of November 30, 2005, to 21 agencies.

The DHS OIG established the Office for Gulf Coast Hurricane Recovery. This office is dedicated to
preventing problems through a proactive program of assessing controls; advising management on
issues, policies, and approaches as they arise; and conducting contract and grant audits to ensure
disaster assistance funds are being spent wisely. OIG personnel (inspectors, auditors, and investigators)
have been deployed to the Joint Field Offices in the five states affected by the storms and are working
throughout the coastal region. The visible OIG presence throughout the response and recovery zone is
designed to reduce fraud, waste, and abuse at the local level.

The DoJ created the Hurricane Katrina Fraud Task Force. The PCIE/ECIE interagency group joined this
Do] task force to investigate and prosecute fraud and public corruption cases directly related to
hurricane response and recovery efforts. Aside from prevention, the initial emphasis has been on
prompt law enforcement responses to charity fraud, identity theft, insurance fraud, and procurement
and government-benefit fraud. Since the task force was established, U.S. Attorneys’ Offices and a
variety of investigative agencies — including the FBI, the Postal Inspection Service, the Secret Service,
and the federal IGs — have pursued a significant number of prosecutions stemming from Hurricanes
Katrina and Rita that spanned federal districts from Oregon to Florida.

The OIGs have established a Hurricane Katrina Contract Audit Task Force to coordinate 1G efforts.
Contract audit experts have developed a methodology to evaluate the risks presented by large dollar
contracts awarded without competition or definitive requirements, and consequently identify contracts
that will require more detailed review or investigation.

The PCIE/ECIE subgroup for Individual Assistance/Housing was established to ensure efficient and
effective use of relief resources allocated those individuals and households receiving various federal
benefits. It monitors the implementation of individual assistance initiatives and, where appropriate,
provides technical advice.

A common work plan was developed for the IGs to use in relief oversight (see Appendix A).
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Outreach and Reporting

* As of November 30, 2005, 431 full-time oversight personnel have been committed to hurricane
oversight. This includes auditors, investigators, inspectors, managers and administrative personnel
dedicated to Katrina oversight operations.

* The Hurricane Relief Fraud Hotline was established. Notably, this Hotline had attracted 5,468 calls as
of November 30, 2005. Concerned individuals may notify the government of fraud, waste, abuse, or
allegations of mismanagement by calling, faxing, e-mailing, or writing as indicated on the back cover of
this report.

» The PCIE/ECIE Biweekly Interagency Homeland Security Roundtable Report on Hurricane Katrina
oversight began publication on October 28, 2005, to update administration officials and the Congress.
Effective January 2006, this report will be published on a monthly basis.

Significant Oversight Highlights

In addition to its own activities related to hurricane relief efforts in the Gulf Coast region, Federal Emergency
Management Agency (FEMA) tasked other federal departments and agencies to assist in response efforts
through mission assignments. Departments use funds provided by FEMA to award contracts or provide
direct support for response efforts. In addition, some departments and agencies received direct
appropriations for hurricane relief activities. As of November 30, 2005, contracts valued at $8.1 billion,

have been awarded. These federal IGs will be responsible for review and oversight responsibilities related

to these contract actions.

The Department of Defense

DoD and DHS contract actions include many with high visibility, such as debris removal, levee and floodwall
repairs, and emergency water supplies. Combined efforts amount to nearly $7 billion in contract obligations
for these two departments, creating the lion’s share of funding allocations. DoD has awarded more than $3.1
billion in contracts, and 386 contracts to date. The following sections provide brief synopses on the larger
DoD contracts that have attracted public attention.

Debris Removal Contracts

The U.S. Army Corps of Engineers (USACE) was allocated about $2.2 billion for debris removal in Louisiana
and Mississippi. Audit work is under way and auditors are onsite observing debris removal operations. The
U.S. Army Audit Agency (USAAA) is addressing problems as they are detected and communicating those
with the audit client to achieve timely corrective action. Audit field work is expected to be completed in
March 2006 and a draft audit report issued in April 2006. The Corps’ debris-removal operations are gov-
erned primarily through five contracts. A $30 million contingency contract was pre-existing, awarded in
2002. Four additional contracts were awarded following the hurricane, each of which is valued at $500 mil-
lion with an option for an additional $500 million. These four contracts were awarded from a single solicita-
tion that had 17 qualified bidders. As of November 30, 2005, about $915 million has been obligated through
various task orders.

12|
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Levee and Floodwall Repairs

The Army Audit Agency is evaluating U.S. Army Corps of Engineers contracts for repairs to levees and flood
control walls in New Orleans. The USACE was allocated $310 million for repairs to levees and flood control
walls in New Orleans. These repairs are scheduled for completion by June 1 2006, before the next hurricane
season. The Corps awarded 31 contracts for this extensive and highly visible operation. As of November 30,
2005, approximately $179 million has been obligated. The USAAA is evaluating six of the 31 contracts with
obligations of close to $102 million and four pending contracts with an estimated cost of approximately
$73.5 million. USAAA auditors are observing price negotiations and source selection board decisions as well
as observing levee and floodwall repairs. Audit field work is expected to be completed in March 2006 and a
draft audit report issued in April 2006.

Emergency Water Contract

The DoD OIG is conducting a review of the U.S. Army Corps of Engineers’ selection of the Lipsey Mountain
Spring Water Company as the sole source contractor of emergency water supplies. Emergency water supplies
were sole-sourced for expediency during initial relief operations, according to the USACE. The DoD OIG

is conducting a review of the USACE? selection of the Lipsey Mountain Spring Water Company as the sole
source contractor. The contract was awarded on September 4, 2005. As of November 30, 2005, more than
$74.5 million has been obligated. The DoD OIG is in the preliminary stages of its review. Additional details
regarding the scope and the results of the review will be provided in future reporting.
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New Orleans, LA, September 7, 2005 — Neighborhoods throughout the area remain flooded as a result of Hurricane Katrina.
A parking lot of school buses are also underwater. (Jocelyn Augustino/FEMA)
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Ice Delivery Contract

The DoD OIG is currently conducting an audit of the USACE contract with International American Products,
Worldwide for delivery of emergency ice. USACE contracted for emergency ice delivery with International
American Products, Worldwide. Congress has requested an audit of this initiative. The DoD OIG audit staff is
conducting audit work on-site at USACE offices in Galveston, Texas, and Charleston, South Carolina. Addi-
tional details will be provided in future reporting.

Temporary Roofing

The USACE contracted for temporary roofing for hurricane victims. Congress has requested an audit of this

initiative. The DoD OIG is conducting the audit, and is currently reviewing the award and administration of
six related contracts for temporary roofing. Auditors have made one on-site visit to the contracting office in

St. Louis, Missouri; additional visits are planned for January 2006. Further details will be provided in future
reporting.

Charter Cruise Ship Contracts

The Naval Audit Service is currently reviewing the award and administration of all four contracts. The
contract performance period was set to accommodate dislocated victims with catastrophic loss. The Military
Sealift Command awarded four contracts for commercial chartered cruise ships. Carnival Cruise Lines was
awarded three of the four, valued at $236 million; Scotia Prince Cruise Line was awarded one, valued at $13
million. The purpose of these contracts was to provide temporary housing, food, and basic medical care for
victims of Hurricanes Katrina and Rita.

The Department of Homeland Security

A Special Inspector General (SIG) for Gulf Coast Hurricane Recovery will manage the overall effort on a full
time basis for the Department. The Special IG will be supported by a core group of DHS auditors, investiga-
tors, and inspectors with FEMA experience who are well positioned and prepared to provide immediate and
continuing oversight of contracts, grants, and operations related to hurricane relief efforts.

Auditors monitored operations at the FEMA Emergency Operations Center (EOC) and will stay current on all
disaster relief operations and provide on-the-spot advice. The objective in this effort is to help DHS officials
appropriately consider internal controls and the potential ramifications of their precedent setting decisions as
emergency response and recovery activities continue. Specific oversight activities will include:

* Providing oversight of Joint Field Offices (JFOs) operations

» Continuously monitoring financial transactions and related internal controls
» Auditing of public assistance projects

* Reviewing supporting documentation for mission assignments

* Conducting a performance review of FEMAs disaster management activities in response to Hurricane
Katrina

* Reviewing property management

* Reviewing the Temporary Housing Program and the Individuals and Households Program.

14]
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DHS/FEMA Individuals and Households Program

DHS OIG is working with FEMA and DHS policy and program officials to prevent fraud, waste and abuse
and to ensure efficient and effective use of relief resources allocated to DHS/FEMASs Individuals and
Households Program. DHS OIG monitored the implementation of individual assistance initiatives and,
where appropriate, provided technical advice. This included:

A risk analysis of providing assistance to eligible applicants through the use of satellite images and
geospatial mapping data

Identification of potential data reliability and accuracy issues associated with automated proof of
ownership and occupancy verification

Verification that procedures have been put into place to reasonably mitigate potential risks associated
with “no contact” inspections

Analysis of applicant data to identify unusual trends or anomalies

Referral of about 300 suspicious individual assistance awards, totaling over $513,000, to investigators
for closer review

Issuance of an expedited assistance overpayment advisory report.

Katrina Contract Audit Task Force

The Katrina Contract Audit Task Force is a joint effort between audit agencies to improve audit coverage of
the Katrina procurements and included OIG offices within the DHS, DoC, DoD, DoT, EPA, GSA, HHS, HUD,
Department of Education (DoE), and National Aeronautics and Space Administration (NASA), as well as the
GAO, Naval Audit Service, and the Defense Contract Audit Agency (DCAA).

To date, the Katrina Contract Audit Task Force has developed a comprehensive risk assessment of hurricane
recovery oversight. Their audits will focus, but not exclusively, on the following types of contracts:

Cost reimbursement/rime and materials contracts
Sole source contracts
High-dollar value contracts in excess of $1 million

Sample of low-dollar value contracts that receive less management attention and oversight.

These coordinated audits will focus special attention on the following identified risk areas:

Extent and effectiveness of competition
Price reasonableness

Preference for local firms (pursuant to the Robert T. Stafford Disaster Relief and Emergency Assistance
Act (42 U.S.C. 5121, et seq.)

Inappropriate use of cost reimbursement type contracts

Contractor responsibility
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* Inappropriate use of unpriced orders and letter contracts

* Definitive contract specifications and statements of work

* Effectiveness of inspection, acceptance and payment processes
* Effective internal controls

* Ability to award urgent contracts without undue delay.

The task force is currently developing audit plans for the various types of procurements with an emphasis
on information sharing between agencies. In addition, the task force plans to share lessons learned in
procurement problems and audit activities that are most effective in identifying problems.

The Department of Health and Human Services

HHS awarded 113 contracts totaling about $54.4 million through the initial relief period. These contracts
were designed for human life preservation by HHS. The HHS OIG is reviewing the following contracts.
Patient Evacuee Transportation

By the second week of October 2005, HHS entered into a $21 million contract to return evacuees from
Texas, Louisiana, and Mississippi who required en route medical care. The contract provided for travel for
individuals who were in hospitals, nursing homes, special needs shelters, and other healthcare facilities
before evacuation and those who were hospitalized after evacuation.

Emergency Vaccine and Pharmaceutical Orders
Through 11 contracts totaling $9.6 million, the Centers for Disease Control and Prevention made emergency
purchases of vaccines and pharmaceuticals for use in the hurricane areas.

Mental Health Services for Hurricane Victims and Responders

Through two contract actions totaling $6 million, Substance Abuse and Mental Health Services Administra-
tion is providing mental health and substance abuse services to persons impacted by the hurricane. These
services are for responders as well as victims.

Emergency Travel Support

Through a contract action totaling $1.25 million, the Office of Public Health Emergency Preparedness
obtained emergency deployment and destination management services. The vendor is responsible for finding
lodging, arranging travel, and providing incidental procurement services for those deployed by the Office of
Public Health Emergency Preparedness.

Pharmaceutical and Medical Supplies for Hurricane

Through a contract action totaling $1.5 million, the Office of Public Health Emergency Preparedness
purchased pharmaceuticals and medical supplies to backfill the Strategic National Stockpile’s inventory.

Services, Supplies and Equipment for a Federal Medical Shelter

Through a contract action totaling $1.4 million, the Office of Public Health Emergency Preparedness
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obtained facilities support including transportation, information technology, telecommunications, resident
support, laundry, housekeeping, and clinical services.
Disaster Medical Facilities
Through a contract action totaling $1.1 million, the Office of Public Health Emergency Preparedness pur-
chased three portable disaster medical facilities.

The Department of Housing and Urban Development

The HUD OIG has established a new Gulf Coast Regional office, transferring and recruiting audit and investi-
gative staff to the area. Also the OIG has:

» Established OIG HQ Offices of Hurricane Fraud Oversight in both its audit and investigations offices

* Established Katrina Desk Officer liaison with HUD program officers in the Housing Education and
Research Center

* Established coordination with HUD Offices’ Deputy Assistant Secretary through 1G Coordinator
¢ Chairs the PCIE/ECIE Homeland Security Roundtable investigative task force for Hurricane Katrina
* Participated in PCIE/ECIE Homeland Security Roundtable task forces for disaster relief contracts and

temporary housing.

The Department of Housing and Urban Development (HUD) has awarded 17 contracts, with a total dollar
value of $10.6 million, as of November 30, 2005. Early HUD funding was minimal and primarily involved
modifications to 17 existing contracts, significant with respect to minimizing exposure to fraud, waste, and
abuse possibilities.

Real Estate Owned Properties
HUD took 6,500-plus Real Estate Owned properties off-line for FEMA evacuees. Many of these properties
required rehabilitation, costing up to $10,000 each for to prepare them for habitation. HUD has leased ap-
proximately 450 properties to evacuees as of November 30, 2005.
Vouchers
Katrina Disaster Housing Assistance Program received $78 million from FEMA for the first three-month pe-
riod. HUD has brought 12,200-plus vouchers on-line.
Temporary Housing
Public Housing Authorities provided temporary housing to more than 16,000 evacuee families. To date, du-
ration has not yet been stipulated for the temporary housing.

The Department of Transportation
Air and Land Transportation

The DoT had awarded about $417 million in contracts in response to Hurricane Katrina as of November 30,
2005. About 70 percent these funds are devoted to a contract with Landstar Express America, Incorporated,
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which made air and land transportation and associated services available to DoT to facilitate response to Hur-
ricane Katrina. DoT OIG is currently performing an assessment of internal controls used with this contract.
Most of DoT expenditures will be transportation infrastructure reconstruction grants to the affected Gulf
States. Current estimates for these grants total about $2 billion.

The Department of Commerce
National Oceanic and Atmospheric Administration (NOAA)

DoC OIG is monitoring contracts that NOAA awarded, totaling $6.4 million in contracts, with details, as
follows: 57 contracts or procurements of more than $10,000; 19 contracts of more than $100,000; and two
contracts of more than $500,000. The contracts used pre-existing agreements wherever possible, and NOAA
tried to ensure that small, local businesses in the hurricane-stricken areas received contracts. Most contracts
or procurements were fixed price. There were only two time and material contracts. There were no verbal
contracts, no unlimited ceiling cost contracts, nor any no-bid contracts to large firms.

National Institute of Standards and Technology (NIST)

NIST awarded one time and materials contract for $300,000 to assess damage to structures and make recom-
mendations for additional studies of structural damage.

The Department of Interior

The Dol Office of Inspector General has initiated an audit effort focused on ensuring the department is mak-
ing the best use of funds and confirming the appropriateness of current and future contracts. The initial focus
on monitoring Katrina related expenditures has been expanded to evaluate financial management control
procedures in response to emergencies.

The Department of Labor (DoL)

The Department of Labor initiated six contracts in support of hurricane relief, with a total value of more than
$2.7 million, as of November 30, 2005. Two of the contracts are each more than $500,000, and are
dedicated to the environmental clean up of the Gulfport Job Corps Center. The other four contracts are

for dollar amounts less than $500,000, and are for the management and support of the Worker Safety and
Health Support Annex, which was a FEMA mission assignment. All six contracts are currently under review
by DoL OIG.

The Environmental Protection Agency

The EPA awarded 102 contracts in support of hurricane relief, with a total value of nearly $123 million, as
of November 30, 2005. EPA has primarily focused on using its existing Superfund Technical Assessment
and Response Team/Emergency and Rapid Response Services contracts. These contractors are providing la-
bor and equipment to support EPAs relief and recovery efforts. These contracts provide for 24-hour, sev-
en-day-a-week, year-round response capability for natural disasters as well as nuclear, biological, chemical,
and radiological events. Specifically, these contractors are providing services for sampling; field detection/
monitoring; Quality Assurance/Quality Control support; data management; technical advice; and assistance
with coordination and communication between federal, state, and local responding agencies and the public.
The EPA OIG review is primarily focused on examining contractor invoices submitted under these contracts.
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The Federal Deposit Insurance Corporation (FDIC)

In the aftermath of Hurricane Katrina, both financial institutions and customers are potentially vulnerable to
a wide variety of fraud schemes, ranging from identity theft to fraudulent loan activity. As a member of the
DoJ’s Hurricane Katrina Anti-Fraud Task Force, the FDIC OIG established a page on its website to provide
information on the hotline and guidance for possible victims. Any FDIC-regulated financial institution that
believes it has been the victim of fraud, or any individuals who believe they are the victims of bank-related
consumer fraud, may contact the OIG for assistance through its Hotline. The Do]J anticipates bank fraud to
be a long-term significant problem in this area.

The General Services Administration

The GSA has awarded approximately 1,400 contracts with an aggregate value of more than $500 million.
These contracts included meals, goods, and services in support of temporary housing and ambulance
services. Currently, the GSA OIG has a programmatic audit under way to assess GSAs contract management
support for Hurricane Katrina relief operations.

The National Aeronautics and Space Administration

The National Aeronautics and Space Administration reported that it has awarded 79 contracts, with a value
of nearly $64 million. The NASA OIG is reviewing internal controls to manage Hurricane Katrina recovery
efforts. Specifically, NASA OIG is evaluating NASAs estimation and execution of Hurricane Katrina funds and
the processes used to ensure that those funds are used for their intended purposes.

The Veterans Administration (VA)

The VA OIG is conducting an audit of response and recovery efforts related to the Gulf Coast Hurricanes
Katrina and Rita. The purpose of the audit is to assess: (1) management controls over contract and procure-
ment activities; (2) controls to reestablish healthcare and benefit delivery to veterans; and (3) quality of care
issues resulting from the evacuation. The VA has asked for $1.38 billion for VA recovery and rebuilding in its
request to Congress for supplemental appropriations. The request includes $1.15 billion to rebuild the New
Orleans Medical Center and to repair and add a bed tower to the medical center in Biloxi following the
destruction of the Gulfport complex. It also includes $25 million to furnish and activate a replacement
Veterans Benefits Administration regional office in New Orleans and to pay contracting costs for benefit-
related health examinations. Hurricane Katrina produced significant damage to VA facilities along the
Mississippi Gulf Coast and New Orleans.

Highlights of Grants Management

FEMA distributed nearly $4.4 billion in federal aid to more than 1.4 million households. A record-setting 44
states and the District of Columbia were issued emergency declarations to cover expenses related to shelter-
ing millions of evacuees forced from their homes by Katrina and Rita.

DHS OIG auditors are monitoring FEMASs approval of the various Public Assistance Projects. Reviews start
early in each project execution, and will remain ongoing to identify questionable activities early, prevent
misspending, and ensure compliance with federal laws and FEMA regulations. The federal IG community is
working closely in partnership with state and local audit organizations to oversee grant operations.
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This includes applicant briefings, pre-award audit surveys, and review of grant applications prior to their
approval. In this regard, the DHS OIG is working closely with the state auditors in all the affected states to
ensure that local government grant recipients are equipped to account for federal dollars. In Louisiana alone,
for example, more than 30 state auditors have been assigned Katrina oversight responsibilities.

OIG5 from various departments and agencies are monitoring and assessing grant activity. Their work is sum-
marized in the following paragraphs.

National Emergency Grants

Under the Workforce Investment Act, the DoL issued National Emergency Grants to create temporary work
for dislocated workers and help recovery efforts. A total of $191.1 million have already been awarded by
Dol to create more than 57.850 temporary jobs in the region, including:

* $4 million for Alabama awarded on August 31, 2005

*  $50 million for Mississippi awarded on September 2, 2005

* $62.1 million for Louisiana awarded on Sept. 3, 2005

* $75 million for Texas on Sept. 6, 2005 to serve Louisiana evacuees.

The National Emergency Grants awarded in the
immediate hurricane relief efforts were con-
sidered discretionary. As soon as one of these
grants is approved, funds are transferred to the
state.

These grants were considered immediately
needed because the hurricane devastation cre-
ated a sudden need for assistance that could not
reasonably be expected to be accommodated
within the means of the state and local entities.

Emergency Housing for Evacuees

FEMA implemented emergency temporary
housing for the thousands of evacuees who

lost their homes to the hurricanes. FEMA had
extended the Hotel Program deadline through
December 15, 2005, and extended it a second
time up through at least January 7, 2006. Reg-
istration for this program will remain open for
the near-term to ensure those needing assistance
has the opportunity to apply.

States are committed to helping evacuees with

New Orleans, LA, August 28, 2005 — Residents are bringing their temporary hOUSing, as well as helping them
belongings and lining up to get into the Superdome which has been find longer-term housing. More than 92 per-

opened as a hurricane shelter in advance of hurricane Katrina. Most cent of the approximately 50,000 families still
residents have evacuated the city and those left behind do not have . o
living in hotel rooms are located in ten states:

transportation or have special needs. (Marty Bahamonde/FEMA)
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Alabama, Arkansas, California, Florida, Georgia, Louisiana, Mississippi, Nevada, Tennessee, and Texas. Upon
application by each governor, FEMA will extend the deadline to January 7, 2006, predicated on a state plan
to meet the deadline.

Department of Health and Human Services Emergency Grants

Notably, HHS is the largest grant-making agency in the federal government. It has committed more than
$181 million as of November 30, 2005, to the hurricane relief effort through a variety of assistance programs.
These are captured briefly as follows:

Family Assistance Grants

Approximately $64 million for Administration for Children and Families Funds were requested by six states
from a contingency fund that is available to all states and the District of Columbia. They were for short-term
(September 21, 2005, through August 31, 2006), non-recurring cash benefits provided to hurricane evacuee
families not receiving state Temporary Assistance for Needy Families cash benefits.

Approximately $69 million was made available to Louisiana, Mississippi, and Alabama for any needy pur-
pose, and to supplement Federal-State Family Assistance Grants.

Approximately $28 million was made available to the Low Income Home Energy Assistance Program, to
assist states hit hardest by the hurricanes. Approximately $20.3 million in emergency contingency funds
remains available.

An amount of $15 million was made available to the Head Start Bureau. Note, these monies came from
existing Head Start funds, to assist Head Start grantees in providing services to evacuee children and families.

An amount of $2.8 million was made available to the Children’s Bureau, to aid eight National Resource
Centers in providing assistance and support services for children and families.

Approximately $200,000 was made available to the Child Care Bureau, through two grants: 1) National
Association of Child Care Resource and Referral Agencies to provide technical assistance to local child care
resource and referral agencies in Mississippi and Louisiana, and 2) South Plains Early Childhood Council to
provide assistance to hurricane evacuees in rural Texas.

A total of $1.7 million was made available to the Administration on Aging programs in Alabama, Louisiana,
and Texas, to help reestablish AoA infrastructure.

Approximately $1.6 million was made available to the Substance Abuse and Mental Health Services
Association, to provide emergency response grants for clinical services, to reproduce and ship emergency
preparedness booklets to the hurricane disaster areas. The Substance Abuse and Mental Health Services
Association deployed ten of its 19 Commission Corps personnel to the affected areas, and supervised 100
healthcare professionals deployed to the disaster areas.

Justice Assistance Grants

The DoJ OIG initiated a limited scope audit to determine if the Bureau of Justice Assistance followed
appropriate internal controls and procedures for the Hurricane Katrina relief grants awarded in September
2005. The audit work focused on the criteria and procedures the Bureau of Justice Assistance followed to
determine the grant recipients and the amount of each grant. The Bureau awarded 33 Justice Assistance
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Grants totaling approximately $5 million. As of the period of this report, seven of the 33 grantees had used
grant funds totaling approximately $1.6 million. These grants assist state and local criminal justice agencies
by providing funding for many items such as additional personnel, equipment, supplies, training, and
technical assistance.

Economic Recovery Grants

The DoC’s Economic Development Administration awarded four grants totaling $8.8 million to the states

of Louisiana, Mississippi, and Alabama for technical assistance and economic recovery planning. The grants
may not be used for construction or infrastructure activities. The Economic Development Administration
waived requirements, such as Comprehensive Economic Development Strategies, and matching shares;
modified general processing procedures; and designated three states as special impact areas to award the grants.

Public Broadcasting Repairs Grants

The National Telecommunications and Information Administration awarded one grant for $378,000 to repair
transmission equipment of the Louisiana Public Broadcasting system.

Business Development Grants

The DoC’s Minority Business Development Agency awarded one grant of $300,000 to the Houston, Texas,
Minority Business Development Center to assist minority businesses in Louisiana and Texas. The agency
waived the cost-sharing requirement of the grant.
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Section III. Gult Coast Recovery Funding

New Orleans, LA, Tuesday, August 30, 2005 — Cars parked on the New Orleans streets are flooded to the top of the wheel wells in
this ground level photograph. New Orleans was under a mandatory evacuation order as a result of flooding caused by hurricane Katrina.
(Marty Bahamonde/FEMA)
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GULF COAST RECOVERY FUNDING

The costs of recovery along the Gulf Coast are only beginning to be calculated. These needs are being
addressed through emergency appropriations and fund transfers from FY 2005 budgets of government
agencies conducting operations in support of the region. Congressional emergency appropriations comprise
the largest portion of hurricane funding, as of November 30, 2005. In addition, several agencies involved
in the response and recovery effort reported transferring more than $471 million of their agency budgets to
meet hurricane relief needs.

Congress has provided $62.3 billion to meet the needs of reconstruction in these emergency appropriations
bills:

* Public Law 109-61, Emergency Supplemental Appropriations Act to Meet Immediate Needs Arising
From the Consequences of Hurricane Katrina, September 2, 2005

* PL. 109-63, Second Emergency Supplemental Appropriations Act to Meet Immediate Needs Arising
From the Consequences of Hurricane Katrina, September 8, 2005.

The Federal Emergency Management Agency (FEMA) received $60 billion in appropriations; the Department
of Defense (DoD) received $1.9 billion; and within DoD, the Army Corps of Engineers (USACE) received an
additional $400 million. Figure 3-1 below presents U.S. recovery funding in summary, as of November 30,
2005.

Appropriated Funds - $62.3 Billion
PL. 109-61 Emergency Supplemental Appropriations Act to Meet Immediate Needs
Arising from the Consequences of Hurricane Katrina, 2005

DHS ($10.0 B)
DoD ($0.5 B)

PL. 109-63 Second Emergency Supplemental Appropriations Act to Meet Immediate
Needs Arising from the Consequences of Hurricane Katrina, 2005

DHS ($50.0 B)
DoD ($1.4 B)
USACE ($0.4 B)

Annual Appropriations - $471 Million

Fund Transfers from Existing Agency Appropriations

DOI ($21.6 M)
DOT ($204.3 M)
SBA ($246 M)

Figure 3-1

Source: PCIE agency submissions as of November 30, 2005
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Emergency Supplemental Appropriations

Under PL. 109-61, Congress appropriated $10 billion to the Department of Homeland Security (DHS) for
disaster relief, with funds available until expended. Congress also provided $500 million to DoD for “opera-
tions and maintenance, defense-wide,” for use until September 30, 2006.

The second emergency appropriation, PL. 109-63, provides funding distributed across these agencies:

* $1.4 billion to DoD for “operation and maintenance, defense-wide,” with funds available until Septem-
ber 30, 2006

* $200 million to USACE for “operation and maintenance for emergency expenses for repair of storm
damage to authorized projects in the Gulf states,” with funds available until expended

*  $200 million to USACE for “flood control and coastal emergencies” with funds available until expended

* $50 billion to DHS for “disaster relief” with funds available until expended, $15 million of which is
designated for DHS Office of Inspector General (OIG).

PL. 109-63 also mandates that these agencies allow no-competition, single-source contracts of $250,000 or
less in value [emergency procurement authority in subsection 32A (c) of the Office of Federal Procurement
Policy Act (41 U.S.C. §428a(c))].

Of the $62.3 billion in appropriations for hurricane relief, $60 billion was added to FEMAS5 existing Disaster
Relief Fund. As of November 30, 2005:

* $8 billion has been expended
* $23 billion has been obligated for contracts, grants, or FEMA taskings, known as mission assignments

* $26 billion has been allocated for estimated needs for the next 30 days.

Since November 30, 2005, additional action was taken by the U.S. Congress. During December 2005,
Congress passed a hurricane relief bill that redirected $29 billion of the previously approved $62.3 billion
in appropriations toward economic development, and federal facility restoration, and provided tax relief for
Gulf Coast businesses and funds to strengthen New Orleans’ levee system.

Figure 3-2 on the next page shows the current totals for hurricane-related congressional appropriations and
the amount that has been allocated by response and recovery managers; the amount obligated, which are
funds that have been applied to a contract or grant for work to be accomplished; and the amount already
expended by the government.

The Congress also made $15 million available to the DHS OIG to carry out new oversight responsibilities
related to hurricane recovery. Of that amount, $1.1 million has been obligated as of November 30. 2005.

%
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Status of Congressional Hurricane Relief Funds
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Figure 3-2

Source: FEMA Weekly Congressional Report, December 7, 2005.

(1) $62.3 B is total supplemental appropriations for hurricane relief, including DoD and USACE funds.
(2) Amounts are allocated, obligated and expended from the Disaster Relief Fund and do not include the DoD or USACE funds.

Federal Emergency Management Agency Mission Assignments

FEMA tasks other federal agencies using appropriated funds through Mission Assignments (MAs). The other
federal agencies then use the MA funds to execute hurricane response efforts, which could include the use of
contractors. Assignments are identified by three categories:

* Technical Assistance: federal agencies provide expertise to states; 100 percent federally funded; no state
cost share

* Direct Federal Assistance: funds requested by state; goods and services provided to the state to save
lives and protect property; subject to state cost share, unless waived by FEMA

 Federal Operations Support: reflects agreements with federal agencies to perform services, such as
providing search and rescue operations, health and medical support, assisting with disease prevention
and control, transportation of disaster victims, and delivery of food, water, and other essential
commodities to disaster victims; 100 percent federally funded; no state cost share.

As of December 7, 2005, FEMA has distributed more than $8.6 billion in MAs. Table 3-1 shows the
distribution of the top ten FEMA taskings, (known as mission assignments), by agency. See Appendix D
for all federal agencies receiving mission assignments from FEMA.
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FEMA Gulf Coast Hurricane Mission Assignments

Department/ Katrina Mission Rita Mission Wilma Mission Total Mission

Agency Assignments Assignments Assignments Assignments

USACE $3,655,672,152 $550,260,000 $293,522,000 $4,499,454,152
DOD $1,636,102,389 $68,351,000 $3,550,000 $1,708,003,389
DOT $421,306,213 $52,910,000 $20,083,000 $494,299,213
DHS $380,848,884 $57,150,685 $30,681,512 $468,681,081
USFS $179,545,288 $180,905,000 $5,580,000 $366,030,288
EPA $317,714,200 $43,045,000 $440,000 $361,199,200
HHS $257,586,800 $93,690,000 $9,395,000 $360,671,800
GSA $87,143,291 $540,000 $130,000 $87,813,291
HUD $82,525,000 $95,000 - $82,620,000
DOJ $53,579,600 = $45,000 $53,624,600
Total $7,072,023,817 $1,046,946,685 $363,426,512 $8,482,397,014

Table 3-1

Source: FEMA Weekly Congressional Report, December 7, 2005.

FEMA Grants

Federal funds were also distributed to state and local agencies in the form of grants so that the state and local
agencies might meet the increased need for assistance brought about by the hurricanes. FEMA has distribut-
ed nearly $4.4 billion in federal aid to more than 1.4 million households in grants and other assistance. The
District of Columbia and 44 states have been given emergency declarations to cover expenses for Gulf Coast
housing evacuees around the country.

Annual Appropriations

As of November 30, 2005, three agencies have used their annual appropriations, totaling $471 million,

to provide direct support for Hurricane Katrina. Small Business Administration (SBA) reported the largest
use of annual appropriations with $246 million transferred to hurricane-related use, while Department of
Transportation (DoT) reported $204 million, and Department of Interior (Dol) transferred $21 million from
its programs and bureaus.
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Section IV. Audits and Other Reviews

Covington, LA, September 20, 2005 — Hurricane Katrina damaged house roofs throughout the eastern areas of the state, as witnessed
by the blue roof tarps in use. The U.S. Army Corps of Engineers operates a “Blue Roof Program” which supplies and installs these protec-
tive tarps free of charge. (Win Henderson/FEMA)
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AUDITS AND OTHER REVIEWS

The Inspectors General (IGs) involved in the auditing efforts have coordinated their oversight activities
through the President’s Council on Integrity and Efficiency (PCIE) and the Executive Council on Integrity
and Efficiency (ECIE) and the overall effort is being coordinated with the General Accountability Office
(GAO).

The activity plan for hurricane oversight focuses heavily on prevention, and included:
* Reviewing controls

* Monitoring and advising department officials on contracts, grants, and purchase transactions before
they are approved

* Meeting with applicants, contractors, and grantees to advise them of the requirements and to assess
their capability to account for the funds.

It also encompasses aggressive and ongoing audit and investigative efforts designed to identify and address
fraud, waste, and abuse as early as possible.

Following any disaster, including those related to the war against terrorism, auditors strive to locate them-
selves as close to relief and reconstruction sites as possible. Chiefly, this deters fraud and waste as auditors,
inspectors, and investigators arrive and make their presence well known. Office of Inspector General (OIG)
personnel often must manage the new hurricane-related tasks immediately, along with their other pre-disas-
ter workloads.

Most of the IGs have produced audit plans and many are engaged in their first round of audits, having ar-

rived on the scene within weeks of the hurricanes’ arrival along the Gulf Coast. Immediately, management

memoranda, audit alerts, and other proactive oversight activities were issued by IG staffs, followed quickly
by more traditional onsite assessments and audit planning.

Though still in the midst of conducting their traditional audit products, auditors proactively support hur-
ricane recovery managers to help them manage resources and to avoid the obvious and unexpected pitfalls of
what may become the largest disaster recovery initiative in American history. The task of coordinating more
than 338 full-time and 51 part-time auditors across the 19 PCIE/ECIE agencies reporting their completed,
ongoing, and planned audits is the responsibility of the Department of Homeland Security (DHS) OIG’s Gulf
Coast Hurricane Recovery Office. Each auditor involved is a skilled professional whose work is guided by the
U.S. Government auditing standards (known as the Yellow Book).

Both Hurricanes Katrina and Rita are recent memories for most Americans. The damage inflicted by these
natural disasters on the millions living along the Gulf Coast should not be compounded by those whose
business practices include fraud, waste, or abuse of federal dollars. The auditors of the PCIE/ECIE providing
hurricane oversight are dedicated to protecting the interests of those Americans who are only beginning to
address the disruptions to their lives.

The following are the audit summaries from federal departments and agencies involved in the rebuilding of
America’s Gulf Coast.
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Department of Homeland Security
Final Audit Products

Management Advisory Products

Process for Preparing Project Worksheets
Report Number GC-HQ-06-01 (formerly OIG 06-01), issued October 5, 2005

In reviewing state requests for public assistance funding, the Louisiana Office of the Legislative Auditor noted
discrepancies between funds requested and funds granted. In particular, in Jefferson Davis Parish, Federal
Emergency Management Agency (FEMA) obligated $2.7 million more than was estimated by the applicant.
In determining whether the discrepancies could be explained or what caused the breakdown in controls in
FEMAS approval of the projects, the OIG found a weakness in the application of management controls for
estimating damages, obligating funds for local entities, and ensuring that applicants receive and acknowledge
the correct amount of funds.

Recommendation: Ensure that FEMA personnel follow appropriate management control procedures when
processing project worksheets.

Review of the Proposed Interagency Housing Agreement with the Department of Veterans Affairs
Report Number GC-DD-06-02 (formerly DD-06-01). Issued October 14, 2005

Work begun by the Department of Veterans Affairs (VA) for the temporary housing of evacuees was incurring
costs on an unexecuted $28.4 million interagency housing agreement. Though the agreement was still under
review by FEMA headquarters, the VA began preparing housing units for occupancy and removed a signifi-
cant number of properties from the market in order to make them available to evacuees.

Recommendation: That the contracting officer notifies VA to cease work under the proposed agreement or
continue work at its own risk.

Placement of FEMA Trailers in St. Bernard Parish
Report Number GC-DD-06-03 (formerly DD-02-06), issued October 26, 2005

Allegations were made that a contractor improperly altered the delivery and placement of trailers to give
preferential treatment to a private business. It was found that the delivery and authorization for placement
agreed fully with the arrangements made by the state’s representative, and that the contractor did not attempt
to alter those arrangements.

Changes in State of Louisiana Compensation Policies
Report Number GC-DD-06-04 (formerly DD 03-06), issued October 26, 2005

New state policies authorized increased compensation to State employees performing work related to the
disaster in violation of Office of Management and Budget (OMB) guidelines that require treatment of policies,
regulations, and procedures be uniformly applied to federal and state conditions.

Recommendation: That FEMA and state personnel be notified that the increased costs are not eligible for
reimbursement under any of the disaster grant programs.
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Management Advisory Report on the Major Technical Assistance Contracts
Report Number GC-HQ-06-05 (formerly O1G-06-02), issued November 1, 2005

The objective was to determine whether effective processes had been implemented for managing the techni-
cal assistance contracts with Bechtel National, Inc.; CH2M Hill Constructors, Inc.; Fluor Enterprises, Inc.;
and Shaw Environmental, Inc. The OIG found that verbal authorizations and letter contracts with pre-award
cost authorizations without spending limits had initiated the work, and have not been converted to formal
task orders with definitive pricing.

Recommendations: To negotiate a not-to-exceed ceiling within a brief period after issuance of new verbal
authorizations and letter task orders; to negotiate not-to-exceed ceilings on all current verbal authorizations
and letter task orders; and to develop a binding spending schedule against the not-to-exceed ceiling for each
verbal authorization and letter task order.

Expedited Assistance Overpayment
Report Number GC-HQ-06-06 (formerly OIG 06-03), issued November 1, 2005

DHS OIG attempted to identify the events that resulted in a married couple receiving duplicate payments for
expedited assistance and determine why internal controls did not prevent the duplicate payment from being
issued and why the applicants were not provided adequate information to return the excess funds. It was
found that for a short time, the National Emergency Management Information System was not configured
with system controls to prevent more than one payment per household. FEMA officials are investigating what
happened with inadequate information being provided on the return of funds, and have identified more than
5,000 potentially duplicated payments.

Recommendations: Have caseworkers review the potential duplicates and recoup any overpayments; review
and test system controls and procedures to ensure prevention of further duplications; and ensure that call
center employees are properly trained professionals.

Clearbrook, LLC Billing Errors under Contract Number HSFE-06-05-F-6232
Report Number GC-DD-06-07 (formerly DD-04-06), issued November 10, 2005

Upon referral by the General Services Administration (GSA) 1G, the DHS OIG reviewed the billings for the
contractor providing food and lodging at responder base camps throughout Louisiana. The OIG found that
$4.9 million was paid for work performed before the contract’s effective date; the billings included math-
ematical errors overcharging by more than $3 million; the billings were for time and materials plus fixed per
diem rates although the contract was a firm fixed price; and the contract was lacking in scope of work and
documentation supporting price reasonableness.

Recommendation: That the contracting officer suspends payments until contracting officials resolve these
issues.
Washington Parish Contracting Problems

Report Number GC-DD-06-08 (formerly DD-05-06), issued November 14, 2005

Washington Parish’s non-competed debris monitoring contract estimated at $4 million was found to be non-
compliant with federal regulations and subject to non-reimbursement by FEMA unless corrected. Specifically,
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the contract should have been competitively bid and/or a cost/price analysis performed, contract language in-
cluded a prohibited “cost plus a-percentage of cost” aspect, and a ceiling price for time and materials should
have been included.

Recommendation: That FEMA and state personnel resolve these issues with parish officials, either correcting
the contractual problems or making other debris monitoring arrangements.

Ongoing Audits

34

Forensic Audit of the Department of Homeland Security’s Purchase Cards
Code 192192

DHS OIG and the GAO are jointly conducting a forensic audit of DHS’s purchase card program to assess
whether (1) DHS5 internal controls are adequately designed and operating effectively, and (2) there are
indications of fraudulent, improper, and abusive usage of DHS purchase cards. The review covers purchase
activities from June 13, 2005, to October 12, 2005, and consists of more than 400,000 transactions valued at
approximately $191 million. This includes $23 million of purchase card activities for Hurricane Katrina.

The purchase card can be used for both micro-purchases and payment of other purchases. Most purchase
cardholders have single purchase transaction limits of $2,500, but some have limits of $25,000 or higher.
In order to meet immediate needs arising from the consequences of Hurricane Katrina, Congress raised the
micro-purchase threshold from $2,500 to $250,000 for purchases directly related to the relief and recovery
efforts.

FEMA and the U.S. Coast Guard were the two components in DHS that used the purchase cards for Hurri-
cane Katrina relief and recovery. These two components jointly spent approximately $23 million in purchase
card transactions for Hurricane Katrina relief and recovery. This data was included in the ongoing data-min-
ing portion of the purchase card review.

Review of FEMA Contracts Awarded by Contracting Officers at the Biloxi, MS Area Field Office
GC-MS-06-09 Expected Issuance: December 2005

This is a review of $4 million of the $4.7 million in awarded contracts in order to determine whether the
contracting officers selected contractors according to federal regulations.

Concerns Over FEMA Housing Deadlines in Texas
GC-TX-06-10 Expected Issuance: December 2005

This is an examination of the potential impact of the March 1, 2006 termination of the Public Assistance
Hotel and Housing Reimbursement Program on the evacuees in Texas cities. The direct housing payments
would cease and evacuees would have to seek rental payments through the Individual Assistance Program
instead.

Review of FEMA Contracts Awarded by Contracting Officers at the Jackson, MS Joint Field Office
GC-MS-06-11 Expected Issuance: December 2005

This is a review of $14.5 million of the $15.2 million in awarded contracts in order to determine whether the
contracting officers selected contractors in compliance with federal regulations.
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Strengthening Registration Intake Controls
GC-HQ-06-12 Expected Issuance: December 2005

This is an examination of the process and related controls at the Virginia National Processing Service Center
for registering applicants for disaster assistance through both the 800 toll-free call centers and the Internet.

Sub-grantee Contracting Practices

This is a review of selected sub-grantees’ debris removal operations to determine whether contracts are
procured in compliance with federal regulations, and whether there are effective controls in place for
monitoring contractors’ work and the related billings.

Audit of Black Warrior Electric Cooperative
This is a review of $2.5 million in costs incurred by Black Warrior Electric Cooperative in Alabama.

Travel Trailers
DHS OIG will identify and test internal controls in place for providing and tracking travel trailers issued to
hurricane evacuees and will continue monitoring the program by visiting staging areas.

Duplication of Benefits
This is an analysis of listings of applicants for Individual Assistance who have been placed in travel trailers.

Biloxi, MS, October 4, 2005 — Destroyed Mississippi gulf coast Highway 1-90 as a result of winds and tidal surge
from Hurrican Katrina. The support columns are all that remain of this section of I-90 that connects Biloxi with Ocean
Springs, MS. ( John Fleck/FEMA)
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Technical Assistance/Advice
DHS OIG will advise project officers on issues at the field offices, such as those related to compliance with
federal procurement requirements and labor cost guidelines.

Planned Audits

Resolving Privacy Issues of Data-Sharing Necessary for Successful Disaster Response and Recovery
Operations

DHS OIG will analyze past and current issues involving privacy in regard to disaster operations. Also, it will
determine the most appropriate protocols necessary for successful response and recovery operations with
respect to privacy concerns, and determine the aspects of federal interagency, state, local, and non-govern-
mental organizations coordination necessary for successful response and recovery operations with respect to
privacy concerns and data sharing.

Review of the Case Management Initiative for Hurricane Katrina Victims

DHS OIG will determine whether the grant is managed and operates in compliance with all applicable
federal rules and regulations. Also, it will determine whether the program is operated in an economical and
efficient manner, and determine whether the program effectively meets the needs of Hurricane Katrina victims.

Review of Sub-grantees’ Accounting Systems, Expenditures, and Contracting Practices

DHS OIG plans to determine whether sub-grantees are accounting for and expending disaster grant funds,
and contracting for disaster services in accordance with federal regulations and FEMA guidelines. The
planned jobs are:

* Alabama—The Alabama Department of Conservation and Natural Resources—$20 million
(Hurricane Katrina)

» Alabama—The City of Gulf Shores—$7.8 million (Hurricane Katrina)
¢ Florida—Miami-Dade—$185 million (Hurricane Wilma)

» Florida—City of Ft. Lauderdale—$150 million (Hurricane Wilma)

* Louisiana—City of New Orleans—$102 million (Hurricane Katrina)
e Louisiana—St. Bernard Parish—$34 million (Hurricane Katrina)

* Louisiana—Department of Homeland Security & emergency preparedness—$99 million (Hurricane
Katrina)

* Mississippi—Plans are to review eight sub-grantees
» Texas—City of Austin Katrina evacuee grants.
In addition, DHS OIG will review on an ongoing basis selected sub-grantees” accounting systems, cash

management practices, procedures for documenting disaster related costs, and availability of source
documentation to determine compliance with federal regulations.
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Armed Guard Services Provided by Blackwater Security Consulting, LLC under Contract
HSCEFC-05-J-F00002

This is a review of the contract management and administration of the Federal Protective Service contract
with Blackwater Security Consulting to provide armed guard services to protect FEMA facilities and
personnel in Baton Rouge and as directed by the Federal Protective Service.

Invoices Submitted under Order HSFEHQ-06-F-0047 by Corporate Lodging Consultants, Inc.
This is a review of the FEMAS contract management and administration of a task order under a Blanket

Purchase Agreement Number QPN-BQR-0016 awarded by the GSA to Corporate Lodging Consultants, Inc.

for emergency lodging services.
Selection of Contractors for Hurricane Katrina Response and Recovery Activities
This is a review of the FEMAS current policies and practices in selecting contractors for Hurricane Katrina

response and recovery actions.

Maryland and Virginia National Processing Service Centers (NPSC)

The DHS OIG staff will continue to proactively work with DHS policy and program officials to prevent waste

and abuse and to better ensure efficient and effective use of relief resources. This includes:
* Monitoring policies and procedures for providing assistance and determining eligibility
» Following-up on prior audit recommendations

» Evaluating internal controls in place to ensure that individual assistance is provided properly,
accurately, and timely

* Where appropriate, providing technical advice.

The scope of coverage includes registration, housing inspection, recertification, and the recoupment pro-
cesses. Rental assistance, sheltering, hotels and motels, and manufactured housing are also included. The

OIG has placed a particular emphasis on identifying and preventing duplication of benefits from other FEMA

programs, as well as assistance from other federal agencies and private assistance organization. Identifying

potentially fraudulent applications, in coordination with the GAO, will remain an integral part of oversight

activities.

Department of Commerce

Final Audit Products

As of November 30, 2005, the Department of Commerce (DoC) OIG had not issued any final audit products.

Ongoing Audits
As of November 30, 2005, the DoC OIG had not reported ongoing audits or reviews.
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Planned Audits

The DoC OIG is planning additional audit work on post-hurricane activities. Specifically, the OIG is working
to determine the actual value of reimbursable activities and how funds were spent in the area of FEMA mis-
sion assignments, including:

* The response of National Oceanographic and Atmospheric Administration (NOAA) and Economic
Development Authority to the National Response Plan for Emergency Support Functions Number 3,
Number 10, and Number 14

* DoC employees who volunteered to help FEMA.
Also, the OIG will conduct audit work on NOAA purchase card transactions. Audit reports for this work and

separate reports on the DoC OIG survey of contracts and grants will be issued and coordinated through the
PCIE/ECIE.

Department of Defense

The Department of Defense (DoD) OIG, the U.S. Army Audit Agency (USAAA), the Naval Audit Service,
and the Air Force Audit Agency have employed a cadre of auditors to provide immediate and professional
oversight of DoD contracts and operations related to Hurricane Katrina relief efforts. DoD oversight agencies
submitted the following audit activities:

Final Audit Products
As of November 30, 2005, the DoD OIG, the USAAA, the Naval Audit Service, and the Air Force Audit
Agency had not issued any final audit products.

Ongoing Audits

As of November 30, 2005, the following audits were ongoing;

Department of Defense Office of Inspector General

Audit of the International American Products, Worldwide Services, Ice Delivery Contract for the U.S.
Army Corps of Engineers (USACE)
(Project Number D2006-DO00CG-0075.00) November 8, 2005

This audit will address congressional concerns regarding the award and administration of the ice delivery
contact between the USACE and International American Products, Worldwide Services.

Audit of the USACE’s “Operation Blue Roof” Project in Response to Hurricane Katrina
(Project Number D2006-DO00CG-0081.000) November 9, 2005

This audit was initiated in response to a request from Congress to review the USACE’ oversight of the
“Operation Blue Roof” project. Specifically, the audit objective is to review the award and the administration
of “Operation Blue Roof” contracts for the Hurricane Katrina relief efforts.
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Audit of the USACE’s “Emergency Water” Contractor
(Project Number D2006-DO0O0OFE-0091.000) November 17, 2005

This audit was initiated in response to congressional concerns regarding the selection of the Lipsey Mountain
Spring Water Company as the sole source contractor for emergency water supplies. The audit objectives are

to review the selection and contracting processes and the contractor’s capability to function as the sole source

water supplier for domestic emergencies.

Audit of Expanded Micro-Purchase Authority for Purchase Card Transactions Related to Hurricane
Katrina
(Project Number D2006-DO00CK-0019.000) —September 23, 2005

The overall audit objective will be to determine whether DoD purchase card transactions in support of Hur-
ricane Katrina rescue and relief operations were reasonable, appropriate, and consistent with DoD purchase

card policies and procedures.

Audit of the Use of DoD Resources Supporting the Hurricane Katrina Disaster
(Project Number D2006-DO00LA-0009.000) September 19, 2005

The overall audit objective will be to audit the use of DoD resources in providing relief efforts in support of

Hurricane Katrina.

Audit of the Effects of Hurricane Katrina on DoD Information Technology Resources in Affected Areas

(Project Number D2005-D0O00AS-0310.000) September 15, 2005

The overall objective is to determine the effects of Hurricane Katrina on DoD information technology re-
sources.

Audit of Accounting and Oversight of Obligations and Expenditures Related to the Department of
Defense Hurricane Katrina Reconstruction Effort
(Project Number D2006-DO00FE-0010.000) September 19, 2005

The overall objective of this audit will be to determine whether DoD obligations and expenditures related to

the Hurricane Katrina reconstruction effort are timely and efficiently executed and in accordance with ap-
plicable laws and regulations.

U.S. Army Audit Agency

Audit of Debris Removal Contracts
(Project Number A-2006-FFD-232.000) October 12, 2005

The USAAA will assess whether the USACE appropriately awarded and are adequately monitoring its con-
tracts for debris removal services.

Audit of Levee Repair Contracts
(Project Number A-2006-FFD-0238.000) October 12, 2005

The USAAA will assess whether the USACE appropriately awarded and are adequately monitoring its levee

repair contracts.
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Audit of Army Fund Accountability for Hurricane Relief Efforts
(Project Number A-2006-FFD-0216.000) October 7, 2005

The USAAA will assess whether the Army established and implemented appropriate procedures and pro-
cesses to account for funds received and costs incurred and to obtain reimbursements for allowable expenses
for Hurricane Katrina relief efforts.

Navy Audit Service

Audit of Military Sealift Command’s Chartered Cruise Ships
(Project Number N2006-NFO000-0009.001) September 30, 2005

The audit objective is to verify that Military Sealift Command’s contract awards for cruise ships, as requested
by FEMA, were in accordance with Federal Acquisition Regulations and departmental policy.

Audit of Government Commercial Purchase Cards Used for Hurricane Katrina Relief Efforts
(Project Number N2006-NFA000.0009.002) October 3, 2005

The audit objectives are to verify that: (1) commercial purchase cards are used in accordance with established
guidance, and that goods and services are adequately accounted for; and (2) purchase card program internal
controls are adequate to prevent or promptly detect errors, irregularities, fraud, waste, and abuse.

Audit of Department of the Navy’s Use of Hurricane Katrina Relief Funds
(Project Number N2006-NFA000-0009.003) September 30, 2005

The audit objective is to determine whether relief funds were used in accordance with laws and regulations
and were properly accounted for and reported. Specifically the audit will verify the allocation, use, tracking,
and reporting of Katrina Relief Funds.

Audit of Cash Accountability of Department of Navy Disbursing Officers for Hurricane Katrina
Relief Funds
(Project Number N2006-NFA000-0009.004) September 30, 2005

The audit objectives are to verify that (1) disbursing officer cash is accounted for in accordance with estab-
lished guidance for Hurricane Katrina relief funds, and (2) internal controls were implemented to prevent
and detect irregularities and acts of fraud, waste, and abuse.

Audit of Controls and Accountability over Medical Supplies and Equipment—Hurricane Relief Efforts
(Project Number N2006-NFA000-0009.005) October 17, 2005
The audit objective is to determine whether management controls over medical supplies and equipment used

in Hurricane relief efforts were effective.

Audit of Contractor Support Services in Support of Hurricane Relief Efforts
(Project Number N2006-NFA000-0009.006) October 17, 2005
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The audit objective is to determine whether management controls over service contracts were adequate to
ensure that:

» Contract services were properly justified, provided services of value to the Navy, and met government
requirements concerning authorized use of service contracts

» Contract deliverables were clearly defined and adequately measured in terms of results, quality and
timeliness

» Contract deliverables met contract requirements in terms of results, quality and timeliness

* The appropriate contract type was used to provide services at the lowest cost and least risk to the
government.

Audit of Information Systems Restoration and Data Recovery Related to Hurricane Katrina
(Project Number N2006-NFA000-0009.000) December 12, 2005

The audit objective is to (1) verify the effectiveness of information systems restoration and data recovery ef-
forts and (2) that the controls in place to ensure that those efforts are executed in accordance with laws and
regulations are adequate to prevent or promptly detect errors and irregularities.

Air Force Audit Agency

Audit Planning, Hurricane Katrina Relief Efforts
(Project Number F2006-FB1000-0124.000) October 5, 2005

The overall objective is to formulate audit objectives related to financial management, aviation fuel
reimbursements, and reconstruction planning efforts.

Hurricane Katrina Federal Emergency Management Agency (FEMA) Reimbursements
(Project Number F2006-FB1000-0173.000) November 1, 2005

The overall objective of the audit is to determine whether Air Force personnel effectively managed FEMA
reimbursements. Specifically, the audit will determine whether personnel established adequate accountability
over the funds; used funds for valid Hurricane Katrina relief efforts; and accurately reported those costs.

Hurricane Katrina Supplemental Funds Management
(Project Number F2006-FD1000-0210.000) November 21, 2005

The overall objective is to determine whether Air Force personnel effectively managed Hurricane Katrina
supplemental funds. Specifically, the audit will determine whether supplemental funds were used for valid
Hurricane Katrina efforts and if personnel maintained adequate accountability of the supplemental funds.

Planned Audits

In January 2006, the USAAA plans to initiate two new audits. The first audit will focus on the accuracy of the
USACE contract data reporting. The second audit will assess the award and monitoring of USACE contracts
for quality assurance services.
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Department of Energy

Final Audit Products

The Department of Energy’s Response to Hurricanes Katrina and Rita
(Project Number 1G0707) November 9, 2005

The Department of Energy (DoE) Office of Inspector General initiated a special review, entitled The
Department of Energy’s Response to Hurricanes Katrina and Rita, to:

* Determine whether DoE’ response to Hurricanes Katrina and Rita fulfilled its responsibilities under the
DHS’s National Response Plan

* Ensure that appropriated funds are used for their intended purposes and comply with applicable pro-
curement standards

* Investigate allegations of fraud involving DoE-funded projects.

The purpose of the National Response Plan is to unify the federal approach to domestic incident manage-
ment, including natural disasters such as hurricanes. Under the National Response Plan, DoE is the lead fed-
eral agency for Emergency Support Function-12 (ESF-12), which addresses the restoration of energy systems
after a natural disaster.

The auditors reported that the department was effective in fulfilling its responsibilities under the National
Response Plan. Specifically, the department:

* Initiated policy and regulatory actions needed to assist energy recovery efforts and mitigate the impacts
of hurricanes

* Coordinated with energy industry and with other governmental agencies to identify supporting re-
sources and facilitate the restoration of energy systems

* Continuously monitored the status of energy system damage and repair work.

While the department’s response mechanism was effective, the review did identify certain actions that could
enhance future such missions. These actions include improving communication channels between private
and government bodies and the department, strengthening the departments ability to identify emergency
response assets in advance of such events as natural disasters, and augmenting the staffing and provisions of
energy restoration emergency response teams. DOE management was in full agreement with the proposed
recommendations.

Ongoing Audits

As of November 30, 2005, the DoE OIG had no ongoing audits in process.

Planned Audits

42

To date, the DOE OIG has not conducted additional audit or investigative reviews due to the limited amount
of funds allocated to DOE for hurricane relief-related activities. Any future efforts of the OIG will depend on
the amount of money the department receives and how those funds are used.
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Department of the Interior

Final Audit Products
The Department of the Interior (Dol) did not issue any final audit products during the 90-day period ending
on November 30, 2005.

Ongoing Audits
As of November 30, 2005, the Dol OIG had no ongoing audits in process.

Planned Audits

The Dol OIG has initiated an audit effort focused on ensuring the department is making the best use of funds
and confirming the appropriateness of current and future contracts. The initial focus on monitoring Katrina
related expenditures has been expanded to evaluate financial management control procedures in response to

emergencies. The OIG staff also will begin a data-mining effort to identify potential charge card and contract
fraud.

Department of Justice

Final Audit Products
The DoJ did not issue any final audit products during the 90-day period ending on November 30, 2005.

Ongoing Audits

Oversight of Department of Justice Expenditures Related to Hurricane Katrina
(Assignment Number 01-8-06-001)

The objective of this limited scope audit is to determine if the Bureau of Justice Assistance followed
appropriate internal controls and procedures for the Hurricane Katrina relief grants awarded in September
2005. The Bureau awarded 33 Justice Assistance Grants, which totaled more than $5 million. The Do] OIG’s
audit work focused on the criteria and procedures the Bureau followed to determine the grant recipients and
the amount of each grant.

Planned Audits

The department plans to issue an audit of DoJ’s hurricane-related purchase card transactions. The objectives
of this audit are to determine if (1) DoJ components minimized the misuse of purchase cards for hurricane-
related expenditures by utilizing effective and appropriate internal controls, (2) purchase card transactions
were authorized and allowable, and (3) purchased goods and services were received. As of November 30,
2005, DoJ purchase card expenditures totaled approximately $8.4 million.
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Department of Labor

Final Audit Products

The Department of Labor (DoL) did not issue any final audit products during the 90-day period ending on
November 30, 2005.

Ongoing Audits

Draft Management Letters were issued for two audits during this reporting period. The letters preliminarily
recommended that the department work with the officials in Louisiana and Texas to address issues related to
allowable temporary employment opportunities and the transition of National Emergency Grant participants
from short-term temporary jobs to strategies aimed at improving their employability over the long term. The
following audit draft management letters were issued:

Oversight of the Louisiana National Emergency Grant program
(Assignment Number 06-A06-004-03-390)

The objective of this audit was to assist the department in ensuring that grant funds are used effectively to
serve hurricane-affected individuals. A draft management letter was issued on November 29, 2005.

Oversight of the Texas National Emergency Grant program
(Assignment Number 06-A06-003-03-390)

The objective of this audit was to assist the department in ensuring that grant funds are used effectively to
serve hurricane-affected individuals. A draft management letter was issued on November 29, 2005.

Planned Audits

44

By the end of December 2005, the department expected to finalize three draft management letters. Two of
these letters recommended that the department work with the officials in Mississippi and Alabama to address
issues related to allowable temporary employment opportunities and the transition of National Emergency
Grant program participants from short-term temporary jobs to strategies aimed at improving their employ-
ability over the long term.

Insurance and Unemployment Claims

Also draft management letters for Texas, Mississippi, Alabama, and Louisiana all are expected to be issued by
the end of December 2005, which are intended to communicate and obtain comments on the results of the
Dol’s computer analysis of Unemployment Insurance and Disaster Unemployment Assistance claims filed in
these states.

Review of Louisiana Debit Cards

The department plans to review the adequacy of internal controls established by Louisiana over debit cards
issued by the state to pay Disaster Unemployment Assistance and Unemployment Insurance benefits to indi-
viduals who became unemployed as a result of the hurricanes.
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Department of Transportation

The Department of Transportation Office of Inspector General (DoT OIG)’s audit work focuses on the
Department’s Office of Intelligence, Security, and Emergency Response; the Federal Highway Administration
(FHA), Federal Transit Administration (FTA), Federal Aviation Administration (FAA), Maritime
Administration (MARAD), and Federal Railroad Administration (FRA); and state departments of
transportation activities.

Final Audit Products

Management Review of Department of Transportation Tracking of Katrina-related Administrative Costs

On October 12, 2005, the department’s OIG issued a management advisory memorandum on accounting
and financial reporting of related hurricane costs. The auditors reported that although the operating adminis-
trations were working to implement the Assistant Secre-
tary for Budget and Programs/Chief Financial Officer’s di-
rection that they establish procedures to track and report
all costs, there were areas where the operating
administrations needed to strengthen implementation of
the direction. For example, most operating administra-
tions did not yet have procedures to track all adminis-
trative costs related to Hurricane Katrina. Office of the
Secretary officials agreed to address these issues promptly.

Ongoing Audits

Examples of the ongoing DoT OIG audits and reviews

include:

Assessing the FAAs internal controls over the Land-
star emergency disaster relief transportation services
contract for which the department had issued about
570 delivery orders valued at about $300 million for
support to Hurricane Katrina

Assessing the internal controls for awarding and
overseeing the FAA Airport Improvement Grants for
hurricane-related reconstruction

Determining the reasonableness of the $47 million
contract for providing bus service in New Orleans
and Baton Rouge, and assessing the adequacy of the
controls over contract performance

Determining whether the affected Gulf states
(Alabama, Florida, Louisiana, Mississippi, and

New Orleans, LA September 8, 2005 — Ten days after
hurricane Katrina, there are still areas that have not been
addressed by clean up crews. Downed wires pose serious
safety hazards. New Orleans is being evacuated due to
flooding by hurricane Katrina. (Liz Roll)

Texas) have DoT funds dedicated to congressionally directed highway projects that are no longer
needed and, if so, whether the funds can be freed up and redeployed for hurricane-related reconstruc-

tion projects.

PCIE/ECIE OversicHT oF Guir Coast HurricANE REcovery ® A 90-Day Rerort 1o CoNGRess ® Decemser 30, 2005 ‘

45



Planned Audits
The DoT OIG plans to:

Verify that expenditures of federal funds on transportation services and programs are appropriately
tracked by the operating administrations as required by the Assistant Secretary for Budget and Pro-
grams and Chief Financial Officer

Ensure that operating administrations and state transportation departments exercise adequate oversight
of department expenditures and put systems in place to make certain that funds are appropriately spent

Audit selected projects, grants, and contracts

Identify potential risks associated with hurricane-related emergency relief contract awards and
expenditures (debris clean-up, etc.)

Perform risk assessments of the larger dollar value contracts awarded by the department

Review departmental purchase cards transactions for hurricane-related expenditures.

Department of Education

The department has received from FEMA $230,000 in mission assignment funds. It anticipates that it will
receive Katrina-related funds before the end of the year. There are no final, on-going, or planned audits to
report as of November 30, 2005.

Environmental Protection Agency

Final Audit Products

The Environmental Protection Agency (EPA) did not issue any final audit products during the 90-day period
ending on November 30, 2005.

Ongoing Audits

EPA’s Efforts to Ensure Safe Drinking Water in Areas Impacted by Hurricane Katrina
(Assignment Number 2005-001748)

This evaluation assesses EPAs efforts in assisting states to ensure that public drinking water systems provide
safe drinking water. The EPA OIG’ evaluation questions are:

Were people in affected areas provided with timely, accurate information about safety and proper treat-
ment of their drinking water?

What was the process for determining that hurricane-impacted water treatment facilities were provid-
ing safe drinking water, and did this process appear adequate to support these determinations?

Have any waterborne illnesses or diseases from drinking contaminated water been identified and, if so,
what steps were taken to identify and mitigate the contaminated water source?

What progress has been made in assessing the operational status of drinking water systems and the pro-
cess for getting damaged facilities back on-line?
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» Did EPA follow its emergency response protocols, including lessons learned from the World Trade
Center collapse and its responsibilities as delineated in the National Response Plan, to ensure the public
had access to safe drinking water?

OIG Evaluation of EPA's Response to Wastewater Systems Impacted by Hurricane Katrina
(Assignment Number 2006-000260)

This evaluation is to review EPAs efforts to provide quality and timely information to the public and decision
makers. The agency is answering the following questions:

 Did EPA provide quality and timely information to the public and decision makers relative to the safety
of individuals and the environment from wastewater?

* How did the affected states use the information provided by EPA?
EPA’s Katrina Land Project
(Assignment Number 2005-001751)

The project objective is to determine whether EPA is providing quality and timely information relative to the
safety of individuals and the environment; and whether the information is being used by the states and other
regulatory agencies in their response efforts. The agency is answering the following questions:

* How is EPA determining the nature, magnitude, and impact of oil spills, fuel releases, sediment con-
tamination, and other hazardous material or substance releases (including new releases and/or those
from existing Superfund sites) on human health and the environment?

* How is EPA making distinctions between hazardous and non-hazardous hurricane debris and waste,
and are these distinctions being made consistently across the Gulf Coast region?

The EPA is also identifying activities and information needed in the following categories:

* Waste characterization and segregation

* Capacity

 Staging and burning facilities

* Tracking

*  Waivers

» FEMA/USACE debris management.
For both oversight objectives (quality/timeliness and state/local responsiveness), the agency is addressing the
following:

» EPAs role and regulatory authorities

* Oversight, guidance, and technical assistance provided by EPA

* Identification and assessment methodologies used, and their degree of standardization within and
across states or EPA

* Regulatory agencies involved in responding or managing site activities

* Level of monitoring and quality assurance
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*  Communication, documentation, and timeliness of results

* Use of EPA products by State and local agencies.

EPA’s Katrina Expenditure Oversight
(Assignment Number 2005-001709)

The project objective is to review EPAs Hurricane Katrina-related expenditures to (1) prevent and detect
fraud, waste, and abuse, and (2) ensure that EPA is safeguarding assets to prevent or minimize loss or theft.

Planned Audits

No additional planned audits or reviews have been issued as of November 30, 2005.

Federal Deposit Insurance Corporation

There are no final, on-going, or planned audits to report as of November 30, 2005, from the Federal Deposit
Insurance Corporation (FDIC).

General Services Administration

Final Audit Products
The GSA did not issue any final audit products during the 90-day period ending on November 30, 2005.

Ongoing Audits

Audit of GSAs Response to Hurricane Katrina
(Assignment Number A060055)

The GSA OIGS5 overall objective is to determine how effectively it responded to Hurricane Katrina. It will
look at how the agency responded to the emergency and assisted FEMA in providing relief to the victims of
the hurricane. Additionally, the OIG will assess the agency’s performance as the landlord for the federal
agencies in the affected areas. More specifically, the OIG will assess whether:

* Proper management controls were implemented, and how well these management controls are
operating to protect against fraud, waste, and abuse

» Transactions were authorized, valid, reasonably priced, and complied with appropriate regulations

* GSA adequately responded to safeguard physical assets and tenant agencies’ needs.

Planned Audits
No additional reviews are planned by the GSA OIG as of November 30, 2005.
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Department of Health and Human Services

During this 90-day period, Health and Human Services (HHS) OIG devoted 13 audit staff to hurricane-
related audit areas. Auditors were primarily focused on three key activities:

* Performing risk assessments for each major HHS program and activity to determine the risks associated
with activities undertaken to responding to the hurricanes and with relaxing internal controls in their
operations, such as those for expedited payments

* Developing new audit areas for a special hurricane-related work plan

* Auditing specific HHS hurricane procurements to ensure that funds are used for valid and authorized
transactions that comply with appropriate procurement standards, goods and services are procured and
delivered correctly, and problems are prevented rather than identified after the fact.

Final Audit Products

HHS did not issue any final audit products during the 90-day period ending on November 30, 2005.

Ongoing Audits
CareFlite, Inc. Contract Review, A-06-06-00021
HHS, in its role as primary agency for Emergency Support Function #8 of the National Response Plan, must
execute the return of all evacuees that require en route medical care and therefore cannot travel via com-
mercial air or without medical assistance. It is estimated that 6,000 individuals may need to be transported.

On October 12, 2005, CareFlite, Inc. was awarded the repatriation contract for Texas, Louisiana, and
Mississippi evacuees.

The audit objective is to review and evaluate CareFlite’s performance in executing the assigned tasks set forth
in the contract.

CareFlite was awarded $21 million for Texas evacuees. An additional $20 million may be awarded when
Louisiana’s infrastructure is reestablished to permit transporting evacuees back to their respective medical
facilities.

Planned Audits
The following are planned HHS audit activities:
Assessing HHS Hurricane-Related Procurements

On the basis of the department’s risk assessments and guidance provided by the PCIE/ECIE Hurricane
Roundtable, HHS OIG will select for in-depth audit the most vulnerable hurricane-related HHS procure-
ments. These audits will specifically focus on the methods of procurement; cost incurred; and the quantity,
quality, and timeliness of deliverables.
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HHS Accounting for FEMA Mission Assignments

As of November 30, 2005, the total spending authority for HHS FEMA-tasked mission assignments totaled
$430.1 million. The Department of Homeland Security, Congress, and the public expect HHS to provide
timely, accurate, complete, and consistent accounting for Gulf coast-related costs that will be reimbursed by
FEMA. The HHS OIG audit will determine whether HHS is appropriately accounting for these costs.

HHS’ Response to the National Response Plan

HHS OIG will audit HHS” implementation of its responsibilities under the National Response Plan, Emergen-
cy Support Function #8 — Public Health and Medical Services. At appropriate departmental, operating divi-
sion, and staff division levels, HHS OIG will assess the handling of FEMA-tasked mission assignments using
established plans, objectives, and other pertinent benchmarks. The audit results will be critical for improving
departmental processes for future public emergencies.

Use of Bioterrorism Emergency Preparedness Grants in Selected Gulf Coast States

HHS OIG will audit the use of HHS bioterrorism emergency preparedness grant funding in the Gulf Coast
states. HHS OIG will determine if such funding, which is provided annually by the Centers for Disease
Control and Prevention and the Health Services and Resources Administration, has been applied for ap-
proved purposes and whether items funded by these grants were effective in the hurricane response and
recovery efforts. Reviews will be performed in Florida, Alabama, Louisiana, Texas, and Mississippi.

Houston, TX, September 2, 2005 — Residents of Louisiana, who had to flee their homes because of Hurricane Katrina,
inside the Houston Astrodome. The residents of Texas have mobilzed a massive relief effort to help the those of Louisiana.
Volunteers from a number of agencies were on hand to help. (Ed Edahl/FEMA)
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Claims for Services Not Rendered—Medicare and Medicaid

HHS OIG auditors will perform a data match of services performed during the months immediately follow-
ing Katrina to providers located in zip codes declared a national disaster area. The results will be analyzed to
determine whether there were providers, which were not operating, but were continuing to bill the Medicare
and/or Medicaid programs.

Identification of Aberrant Providers—Medicare and Medicaid

Through the use of software applications, HHS OIG auditors will identify providers who submitted claims
to Medicare and/or Medicaid for services provided to evacuees that greatly exceeded the number of claims
submitted by other providers in the peer group. These claims will then be selectively reviewed to determine
if they are legitimate and medically necessary.

Establishment of Claims Identifiers—Medicare

In the Consolidated HHS Response to OMB Data Call: Katrina Stewardship, the Centers for Medicare and
Medicaid Services (CMS) executed a risk assessment for activities related to Hurricane Katrina. As noted

in this document, HHS OIG auditors plan to determine whether (1) the Centers established the necessary
claims identifiers (“special claims condition codes and modifiers”) and whether the Centers’ contractors
implemented those claims identifiers and (2) the claims identifiers accurately represent the numbers, dollars,
and nature of disaster-related claims.

Duplicate Medicaid Payments to Providers—Medicaid

HHS OIG auditors will determine if providers are submitting claims and being paid by multiple state
Medicaid agencies for the same service for the same evacuee. HHS OIG auditors will conduct audit work to
help ensure that providers are not receiving (1) Medicaid payments from both the evacuees’ home state and
the host state in which the evacuee is residing; or (2) Medicaid payments for services paid by FEMA.

Department of Housing and Urban Development

Final Audit Products
The Department of Housing and Urban Development (HUD) did not issue any final audit products during
the 90-day period ending on November 30, 2005.
Ongoing Audits
Southwest Alliance of Asset Managers
(Assignment Number: AO 06 0003)

This audit will focus on the following areas:

* HUDS use of Real Estate Owned properties to house disaster evacuees, including management and
marketing contractor’ rehabilitation cost billings
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* Identifying/analyzing all fund draw downs (usage) by Public Housing Agencies in the disaster areas for
audit and investigation follow-up

* Identified Public Housing Agencies providing Katrina Disaster Housing Assistance Program vouchers
* Reviewing all HUD waivers to assure that statute requirements are not waived

* Monitoring/analyzing HUD contracting efforts relating to disaster recovery efforts.

Planned Audits
No additional audits are planned by the HUD as of November 30, 2005.

National Aeronautics and Space Administration

Final Audit Products

The National Aeronautics and Space Administration (NASA) did not issue any final audit products during the
90-day period ending on November 30, 2005.

Ongoing Audits
Audit of NASAs Hurricane Katrina Recovery Efforts
(Assignment Number A-05-030-00)

The overall objective of the NASA OIG review is to determine whether NASA has established the necessary
internal controls to manage Hurricane Katrina recovery and reconstruction efforts. Specifically, NASA OIG is
evaluating NASASs estimation and execution of Hurricane Katrina funds and the processes used to ensure that
those funds are used for their intended purposes. The NASA OIG audit is reviewing the following:

* NASASs processes for cost estimating and accounting for the rebuilding of facilities at NASA Michoud
Assembly Facility and the NASA Stennis Space Center and providing employee family assistance

* Supplemental funding request by NASA for Hurricane Katrina reconstruction costs

* How NASA and its centers specifically identified, designated and tracked supplemental funds received
from Congress for accounting purposes

» NASASs processes for procurements (contracts, purchase orders, purchase card purchases) related to
rebuilding NASA Michoud Assembly Facility and the NASA Stennis Space Center facilities

* Compliance with the Emergency Procurement Authority requirements, as defined by NASAs
Procurement Information Circular, for contract awards related to Hurricane Katrina effor